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KELLER & COMPANY, INC.

Financial Institution Consultants
Investment and Financial Advisors

555 Metro Place North 614-766-1426
Suite 524 614-766-1459 (fax)
Dublin, Ohio 43017

August 9, 2004

Board of Directors

Savings Institute Bank and Trust Company
803 Main Street

Willimantic, CT 06226

To the Board:

In response to a request from the Office of Thrift Supervision we hereby submit an independent
appraisal update (“Update”) of the pro forma market value of the to-be-issued stock of SI Financial
Group, Inc. (the "Corporation"), which is the mid-tier holding company of Savings Institute Bank
and Trust Company (“Savings Institute” or the “Bank”). The Corporation is a subsidiary of SI
Bancorp, MHC. Such-stock is to be issued in connection with a minority stock offering by the
Corporation, with SI Bancorp, MHC to own 58 percent of the Corporation. This Update of the
Corporation’s pro forma market value as of August 5, 2004, was prepared after a review of our
original appraisal report as of May 21, 2004, ("Original Appraisal") and is being submitted to the
Office of Thrift Supervision as an update of the Original Appraisal.

This Update is based on conversations with the management of Savings Institute and the law firm
of Muldoon Murphy Faucette & Aguggia LLP, Washington, D.C. As in the preparation of the
Original Appraisal, we believe the data and information used herein are accurate and reliable, but
we cannot guarantee the accuracy of such data.

In preparing this Update, we have given consideration to current market conditions, the recent
performance of Savings Institute and the recent performance of publicly-traded thrift institutions,
including those institutions in Savings Institute's comparable group, and recently converted thrift
institutions. The comparable group was screened to eliminate any institutions involved in
merger/acquisition activities, but none of the comparable group institutions was eliminated due to
such involvement. Further investigation into merger/acquisition activity involving publicly-traded
thrift institutions in Savings Institute’s city, county and market area revealed no institutions
involved in such activity, as indicated in Exhibit 1.

We have recognized a reinvestment rate of 1.25 percent before taxes in this Update, the same rate
indicated n the Original Appraisal, based on current short term interest rates.

We have updated the three valuation methods used in the Onginal Appraisal based on Savings
Institute's June 30, 2004, financials and using the stock prices of publicly-traded thrift institutions
as of August 5,2004. Exhibits 2 and 3 provide stock prices, key valuation ratios and other pertinent
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data for all publicly-traded, FDIC-insured thrift institutions excluding mutual holding companies.
Exhibits 4 and 5 provide stock prices, key valuation ratios and other pertinent data for all publicly-
traded, FDIC-insured mutual holding companies. Exhibit 6 identifies the Bank's comparable group
and provides comparative operating and financial data on Savings Institute and the comparable
group institutions.

Exhibit 7 provides a summary of publicly-traded thrift conversions since January 1, 2003, and the
relative movement of their share prices. For the nineteen conversions completed from January 1,
2003, to August 5, 2004, including nine mutual holding companies, the average percentage price
change one day after [PO in 2003 was a positive 46.82 percent with a median of 58.50 percent, from
a low of 15.10 percent to a high of 69.90 percent. The average percentage price change one day
after IPO to date in 2004 has been a much lower 22.36 percent with a median 0f22.50 percent, from
a low of (0.50) percent to a high of 51.70 percent. The average percentage price changes one week
after IPO for those nineteen conversions were a similar 47.17 percent and 23.64 percent in 2003 and
2004 to date, respectively. It should be noted that of the eleven conversions completed since
January 1, 2004, two were trading at prices lower than their PO prices one month after [PO and two
additional 2004 conversions were trading below their first day prices one month after I[PO.

As presented in Exhibit 8, since May 21, 2004, there have been varying movements in the price to
earnings multiple, the price to core earnings multiple, the price to book value ratio and the price to
assets ratio of Savings Institute's comparable group, all publicly-traded, FDIC-insured thrifts in the
United States ("all thrifts") and all FDIC-insured thrifts traded on NASDAQ. The average price to
net earnings multiple for the comparable group increased by 3.44 percent, while the average price
to core earnings multiple for the comparable group increased by 2.35 percent from 15.76 times
earnings to 16.13 times earnings during that period. The average market price to book value ratio
for all thrifts increased by 0.66 percent from 146.90 percent at May 21, 2004, to 147.87 percent at
August 5, 2004, but decreased by 0.48 percent from 135.32 percent to 134.67 percent for the
comparable group. The average price to assets ratio decreased from 14.70 percent to 14.32 percent
for all thrifts and decreased from 13.71 percent to 13.14 percent for the comparable group for the
same time period. Exhibit 8 also presents the values, numerical changes and percentage changes
of the SNL Thrift Index, the Dow Jones Industrial Average (DJIA) and the Standard and Poors 500
(S & P 500) as of May 21, 2004, and August 5, 2004. Asindicated, from May 21, 2004, to August
5, 2004, the SNL Thnft Index decreased 3.31 percent, while the DJIA decreased 0.87 percent and
the S & P decreased 1.18 percent. The trend in the market price of thrift stocks since the Original
Appraisal indicates a 3.04 percent decrease in the average price per share for all publicly-traded
thrifts and a smaller decrease of 0.69 percent for the comparable group.

Exhibit 9 presents detailed market, pricing and financial ratios for Savings Institute, all thrifts, the
2 publicly-traded Connecticut thrifts and the comparable group as of August 5, 2004.

Exhibit 10 provides Savings Institute's June 30, 2004, assets and equity, which are different from
those used in the Original Appraisal. The Bank had assets of $555,204,000 and equity of
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$34,493,000 at June 30, 2004, and net and core income after taxes of $3,113,000 and $3,699,000,
respectively, for the twelve months ended June 30, 2004. This Update recognizes and incorporates
such current assets, equity and earnings.

The trend in the market price of thrift stocks since the Original Appraisal indicates a 0.69 percent
decrease in the average price per share of the ten comparable group institutions. Of those ten
institutions, eight experienced decreases in their price per share and two experienced increases. As
previously detailed, the pricing ratios also demonstrated varying movement since May 21, 2004.
From May 21, 2004, to August 5, 2004, the comparable group’s average price to core earnings
multiple increased by 2.35 percent and its average price to book value ratio decreased by 0.48
percent.

This Update is based on a review of each of the adjustments made in the Original Appraisal relative
to the comparable group and of the pro forma closing pricing ratios of converting thrift institutions
and trends in market pricing and pricing ratios. This Update incorporates the following
adjustments:

Original Appraisal Update
Earnings Performance Downward None @
Market Area Downward None
Financial Condition None None
Asset, Loan and Deposit Growth None None
Dividend Payments Downward None
Subscription Interest Upward None
Liquidity of the Stock Downward : Downward
Management None None
Marketing of the Issue None None

M Although Savings Institute indicates historically lower earnings and a lower return on average
assets compared to the comparable group, as well as lower earnings for the twelve months ended
June 30, 2004, compared to the twelve months ended March 31, 2004, the proceeds to be realized
in the current offering have the potential to increase earnings in future years.

In our opinion, considering the foregoing factors, an 11.8 percent upward adjustment to the pro
forma midpoint value of the Corporation is warranted at this time.
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This updated valuation of the Corporation is based on the following valuation ratios as of August
5, 2004:

Price to earnings multiple:
Midpoint 27.78x
Super maximum 35.73x

Price to core earnings multiple:
Midpoint 23.74x
Super maximum 30.63x

Price to book value ratio:
Midpoint 78.20%
Super maximum 83.84%

Price to assets ratio:
Midpoint 14.83%
Super maximum 18.69%

As indicated above, at the midpoint, the price to book value ratio increased from 75.60 percent at
May 21, 2004, to 78.20 percent as of August 5, 2004; the price to net earnings multiple increased
from 23.83 to 27.78; the price to core earnings multiple increased from 18.89 to 23.74; and the price
to assets ratio increased from 13.87 percent to 14.83 percent as of August 5, 2004. At the super
maximum, the price to book value ratio increased from 81.68 percent at May 21, 2004, to 83.84
percent as of August 5, 2004; the price to net earnings multiple increased from 31.05 to 35.73; the
price to core earnings multiple increased from 24.67 to 30.63; and the price to assets ratio increased
from 17.52 percent to 18.69 percent as of August 5, 2004.

Exhibit 15 details the fully converted pricing ratio premium or discount applied to the comparable
group to determine the value of the Corporation. The midpoint discount from the comparable group
average price to book value ratio was 41.94 percent at August 5, 2004, lower than the discount of
44.13 percent at May 21, 2004. The price core earnings multiple premium at the midpoint increased
significantly from 19.87 percent to 47.16 percent during that time period. The midpoint premium
of 1.21 percent in the price to assets ratio at May 21, 2004, increased to a premium of 12.90 percent
at August 5, 2004. At August 5, 2004, the super maximum price to book value ratio discount was
37.75 percent, the price to core earnings multiple premium was 89.88 percent and the price to assets
ratio premium was 42.25 percent.

As indicated in the Prospectus, at or for the three months ended March 31, 2004, based on the
minority shares to be sold in the offenng, representing 40 percent of the total number of shares to
be issued, and the actual net proceeds of the offering, the price to book value ratio will range from
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129.99 percent at the minimum to 161.95 percent at the super maximum; and the price to core
earnings multiple will range from 25.14 times earnings at the minimum to 40.00 times earnings at
the super maximum.

The valuation range in the Original Appraisal indicated a fully converted midpoint of $85,000,000,
with a minimum of $72,250,000, a maximum of $97,750,000, and a super maximum of
$112,412,500. In our opinion, based on Savings Institute's June 30, 2004, financials, the pricing
ratios and price fluctuation of the Bank's comparable group, current pricing ratios and trends in the
market since the Original Appraisal and the revised adjustments relative to the comparable group
indicated previously, the fully converted midpoint value of the Corporation as of August 5, 2004,
was $95,000,000, with a minimum of $80,750,000, a maximum of $109,250,000, and a super
maximum of $125,637,500, representing 8,075,000 shares, 9,500,000 shares, 10,925,000 shares and
12,563,750 shares at $10.00 per share at the minimum, midpoint, maximum and super-maximum,
respectively.

The fully converted pro forma market value or appraised value of the Corporation was $95,000,000
at the midpoint as of August 5, 2004.

Sincerely,

KELLER & COMPANY, INC.




EXHIBIT 1

KELLER & COMPANY
DOublin, Ohio
614-766-1426

ACQUISITIONS AND PENDING ACQUISITIONS
COUNTY, CITY OR MARKET AREA OF SAVINGS INSTITUTE

NONE




EXHIBIT 2
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KELLER & COMPANY
Dublin, Ohic
614-766-1426

SNL Thrift index
DJiA
S & P 500

Al U.S. thrifts
NASDAQ traded thrifts

Comparabie group

SNL Thrift Index
% change

DJIA
% change

S & P 500
% change

Al U.S thrifts
% change

NASDAQ traded thrifts
% change

Comparable group
% change

EXHIBIT 8

SAVINGS INSTITUTE
VALUATION RATIOS

May 21, 2004

1,468.14

9,966.74

1,093.56

Pricef Price/Core Price/ Price/
Eamings Earnings Book Value Assets

(x) {x) (%) (%)

18.76 2331 146.90 14.70

13.60 22.23 150.40 15.42

15.11 16.76 135.32 13.71
Auqust 5, 2004

1,419.58

(3.31)%

9,880.00

(0.87)%

1,080.70

{(1.18)%

Price/ Price/Core Price/ Price/
Earnings Earnings Book Value Assets

(x) (x) (%) (%)

18.55 21.62 147 .87 14.32

(1.12) (7.25) 0.66 (2.59)

19.53 23.47 151.09 15.13

(0.36) 558 0.46 (1.88)

15.63 16.13 134.67 13.14

3.44 2.35 (C.48) (4.16)
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EXHIBIT 10

KELLER & COMPANY
Dublin, Ohio
614-766-1426

VALUATION ANALYSIS AND CALCULATION

Savings Institute/S| Financial Group, Inc.
Stock Prices as of August 5, 2004

Valuation assumptions: Comparable Group All Thrifts
Symbol Value Average Median Average Median
Post conv. pnce to eamings P/E 27.78 15.63 15.29 18.87 16.12
Post conv. price to book value P/B 78.20% 134.67% 120.96% 149.53% 133.20%
Post conv. price to assets PIA 14.83% 13.14% 13.53% 14.65% 14.03%
Post conv. price to core earnings pP/ICE 23.74 16.13 15.25 22 66 17.22
Pre conversion earnings (3} Y 3 3,113,000 For the twelve months ended June 30, 2004
Pre conversion baok vaiue (8) B 3 34,433,000 At June 30, 2004
Pre conversion assets (3) A $ 555,204,000 At June 30, 2004
Pre conversion core eamings ($) Cy $ 3,699,000 For the twelve months ended June 30, 2004
Conversion expense (%) X 1.17%
Fixed asset allocation (%) FA 0.00%
ESOP stock purchase (%) E 3.92%
ESOP cast of borrowings. net (%) S 0.00%
ESOP term of borrowings {yrs.} T 15
RRP amount (%) M 1.96%
RRP term (yrs.) N 5
Tax rate (%) TAX 34.00%
Investment rate of return, net (%) R 0.83%
Investment rate of retum, pretax (%) 1.25%
Foundation (%) FON 2.00%
Tax benefit ($) BEN $ 646,000

Formulae to indicate value after conversion:

1. P/E method: Value = PIE"Y = S 94,879,225
1-P/E*{(1-X-E-M-FDN-FA)*'R-(1-TAX)*E/T-(1-TAX)*MN})
2. P/B method: Value = P/B*(B+BEN) = $ 95,141,960
1-P/8*(1-X-E-M-FDN)
3 P/A method: Value = PIA'A = $ 95203514
1-PIAT(1-X-E-M-FDON)
VALUATION CORRELATION AND CONCLUSIONS:
Shares Issued Tolal Value Total Number
to Public Price Net of Shares Issued of Shares TOTAL
and MHC Per Share Foundation o Foundation Issued VALUE
Appraised value - midrange 9,310,000 3$10.00 493,100,000 190,000 9,500,000 $35,000,000
Minimum - 85% of midrange 7.913,500 $10.00 §79,135,000 161,500 8,075,000 $80.750.000
Maximum - 115% of midrange 10,706,500 $10.00 $107,065,000 218,500 10,925,000 $109,250,000

Superrange - 115% of maximum 12312 475 $1000 §123,124,750 251,275 12,563,750 $125637,50C




EXHIBIT 11

KELLER & COMPANY

Dublin, Ohio
614-766-1426

PROJECTED EFFECT OF CONVERSION PROQCEEDS
Savings Institute/SI Financial Group, Inc.
At the MINIMUM of the Range

Gross Conversion Proceeds

Minimum market value ‘" 32,300,000

Less. Estimated conversion expenses 1.059,000
Net conversion proceeds 31,241,000
Generation of Additional Income
Net conversion proceeds 31,241,000

Less: Proceeds notinvested 3,165,400
Totai conversion proceeds invested 28,075,600
Investment rate 0.83%
Earnings increase - return on proceeds invested 231,624

Less: Estimated cost of ESOP borrowings 0

Less: Amortization of ESOP borrowings, net of taxes 139,278

Less: RRP expense, net of taxes 208,916
Net earnings increase -116,57C
Comparative Earnings

Regular Core

Before conversion - 12 months ended 06/30/04 3,113.000 3,699,000
Net earnings increase -116,570 -116,570
After conversion 2,996,430 3,682,430
Comparative Net worth Total Tangible
Before conversion - 06/30/04 S 34,493,000 35,186,000
Net cash conversion proceeds 27,042,000 27,042,000
After conversion $ 61,535,000 62,228,000

Comparative Net Assets

Before conversion - 06/30/04 $ 555204,000
Conversion proceeds 26,492,900
After conversion $ 581,696,300

{1) Represents gross proceeds of pubhc offering.

(2) Indudes ESOP and proceeds invested in fixed assets

(3) ESOP and RRP are omitted from net worth.

{4) Includes adaiticn of tax benefit of stock contribution to foundation

{5) Nel cash conversion proceeds less tax benefit of stock contnbulion o foundation.



EXHIBIT 12

KELLER & COMPANY
Dublin, Ohio
614-766-1426

PROJECTED EFFECT OF CONVERSION PROCEEDS
Savings Institute/Si Financial Group, Inc.
At the MIDPOINT of the Range

1. Gross Conversion Proceeds

Midpoint market value 38,000,000
Less: Estimated conversion expenses 1,110,000
Net conversion proceeds 36,890,000
Generation of Additional Income
Net conversion proceeds 36,890,000
Less: Proceeds notinvested @ 3,724,000
Total conversion proceeds invested - 33,166,000
Investment rate 0.83%
Eamings increase - return on proceeds invested 273,620
Less: Estimated cost of ESOP borrowings 0
Less: Amortization of ESOP barrowings, net of taxes 163,856
Less: RRP expense, net of taxes 245,784
Net earnings increase -136,021
3. Comparative Earmnings
Regular Core
Before conversion - 12 months ended 06/30/04 3,113,000 3,699,000
Net eamings increase -136,021 -136,021
After conversion 2,976,980 3,562,980
4. Comparative Net Worth Total Tangible
Before conversion - 06/30/04 $ 34,493,000 35,186,000
Conversion proceeds 31,950,000 31,950,000
After conversion S 66,443,000 67,136,000
5. Comparative Net Assets
Before conversion - 06/30/04 $ 555204,000
Conversion proceeds @ 31,304,000
After conversion $ 586,508,000

(1) Represents gross proceeds 0! public offenng.
(2} Includes ESOP and proceeds invested in fixed assels
(3) ESOP and RRP are omitted from net worth.

(4) includes agdition of tax benefit of stocx contnbution to foundation.

(S) Net cash conversion proceeds less tax benefit of stocx contribution to fauncation.



EXHIBIT 13

KELLER & COMPANY

Dublin, Ohio
614-766-1426

PROJECTED EFFECT OF CONVERSION PROCEEDS
Savings Institute/S| Financial Group, Inc.
At the MAXIMUM of the Range

Gross Conversion Proceeds

Maximum market value ™ 43,700,000

Less: Estimated conversion expenses 1,163,000
Net conversion proceeds 42,537,000
Generation of Additional Income
Net conversion proceeds 42,537,000

Less: Proceeds notinvested @ 4,282,600
Total conversion proceeds invested 38,254 400
Investment rate 083%
Eamings increase - return on proceeds invested 315,599

Less: Estimated cost of ESOP borrowings 0

Less: Amortization of ESOP borrowings, net of taxes 188,434

Less: RRP expense, net of taxes 282,652
Net eamings increase -155,487
Comparative Earnings

Regular Care

Before conversion - 12 manths ended 06/30/04 3,113.000 3.699.000
Net earnings increase -155,487 -165.487
After conversion 2,957,513 3,543,513
Comparative Net Worth Total Tangible
Before conversion - 06/30/04 3 34,493,000 35,186,000
Conversion proceeds 36,856,000 36,856,000
After conversion $ 71,349,000 72,042,000

Comparative Net Assets

Before conversion - 06/30/04 $ 555,204,000
Conversion proceeds 36,113,100
After conversion $ 591,317,100

(1) Represents gross proceeds of public offening

(2) Indudes ESOP and proceeds invested in fixed assels.

(3) ESOP and RRP are omitted from net worth.

(4) Includes aacition of @x benefil of stock contribution to foundaton

(5) Net cash conversion proceeds less tax benefit of stock contnbution to foundaton.



EXHIBIT 14

KELLER & COMPANY

Dubiin, Ohio
614-766-1426

PROJECTED EFFECT OF CONVERSION PROCEEDS
Savings Institute/SI Financial Group, Inc.
At the SUPERRANGE Maximum

Gross Conversion Proceeds

Superrange market value ™ 50,255,000
Less: Estimated conversion expenses 1,223,000
Net conversion proceeds 49,032,000
Generation of Additional income
Net conversion proceeds 49,032,000
Less: Proceeds not invested @ 4,924 990
Total conversion proceeds invested 44,107,010
Investment rate 0.83%
Earnings increase - return on proceeds invested 363,883
Less: Estimated cost of ESOP borrowings 0
Less: Amortization of ESOP borrowings, net of taxes 216,700
Less: RRP expense, net of taxes 325,049
Net earnings increase -177,866
Comparative Earnings .
Regular Core
Before conversion - 12 months ended 06/30/04 3,113,000 3,699,000
Net earnings increase -177,866 -177.866
After conversion 2,935,134 3,521,134
Comparative Net Worth Total Tangible
Before conversion - 06/30/04 $ 34,493,000 35,186,000
Conversion proceeds ' 42,498,850 42,498,850
After conversion $ 76,991,850 77.684,850

Comparative Net Assets

Before conversion - 06/30/04 $ 555,204,000
Conversion proceeds
After conversion $ 596,848,515

{1) Represents gross droceeds cf public offering

(2) Includes ESOP and proceeds invested in fixed assets.

(3} ESOP and RRP are omitted from net worth.

{4) Includes addition of tax benefit of slack contribution (g foundatan.

(5) Net cash conversion proceeds fess tax benefit of stock contribution to foundation

41,644,515



KELLER & COMPANY

Dubfin, Ohio
614-766-1426

EXHIBIT 15

SUMMARY OF VALUATION PREMIUM OR DISCOUNT

Midpoint:

Price/earnings
Price/book value
Price/assels
Price/tangible book value
Price/core earnings

Minimum of range:

Price/earnings
Price/book value
Price/assets
Price/tangible book value
Price/core eamings

Maximum of range:

Super maximum of range:

Price/earnings
Price/book value
Price/assets
Price/tangible book value
Price/core earnings

Price/earnings
Price/book value
Price/assets
Priceftangible book vaiue
Price/care earnings

Savings Institute

27.78 x
78.20 %
14.83 %
76.53 %
23.74 x

23.96 x
74.51 %
12.81 %
72,96 %
20.41 x

31.55 x
81.10 %
16.63 %
79.40 %
26.98 x

3573 x
83.84 %
18.69 %
82.08 %
30.63 x

Premium or (discount)
from comparable group.

Average Median
77.76% 81.72%
(41.94)% (35.35)%
12.90% 9.64%
(46.90)% (42.73)%
47.16% 55.65%
53.35% 56.78%
{44.67)% (38.40)%
(2.47)% {5.29)%
(49.38)% {45.41)%
26.55% 33.86%
101.92% 106.42%
(39.78)% (32.95)%
26.58% 22 .93%
(44.91)% (40.59)%
67.29% 76.95%
128.68% 133.78%
{37.75)% (30.69)%
42 25% 38.13%
(43.05)%  (38.58)%
89.88% 100.84%



